4~ X\ Washington State
>/J Liquor Control Board

BOARD MEETING AGENDA

Wednesday, March 13, 2013
Headquarters Building
3000 Pacific Ave SE, Olympia WA 98501

10:00 a.m.
Call to Order o Sharon Foster
Approval of Minutes Board Members
Board Approval to File - Karen McCall
CR 101 for Fair Trade
Practices for Spirits
Board Approval to File ---- Karen McCall
CR 101 on Marijuana
Processor License
Board Approval to File ---- Karen McCall
CR 101 on Marijuana
Retail License
Board Approval to File Karen McCall
CR 102 for “Trade
Area” Definition
Board Approval to Karen McCall

Withdraw Rulemaking
for Internet Sales &
Delivery for Distilleries



and Craft Distilleries

Board Approval to
Withdraw Rulemaking
for Requirements for
Spirits Retail Licensees
(reporting loss)

Public Hearing for B/W
Tastings for B/W
Specialty Shop
Licensees

Public Hearing on
Requirements for
Spirits Retail Licensees
(reporting fees)

New Business

Old Business

Recess/Adjourn

Karen McCall

Karen McCall

Karen McCall

Board Members

Board Members




Washington State Liquor Control Board
Issue Paper
Rules to Implement I-502 — Processor License and

Requirements
Date: March 13, 2013
Presented by:  Karen McCall, Agency Rules Coordinator

Description of the Issue

The purpose of this Issue Paper is to request approval from the Board to file the
first stage of rule making (CR 101) to begin the development rules for the
Marijuana Processor license and requirements as part of I-502
implementation.

Why is rule making necessary?

Rules are needed to implement Initiative 502. New license types were created
with specific requirements. Rules are needed to clarify the new laws created in
Initiative 502. This rulemaking will address rules regarding marijuana processor
licenses and the requirements for those licenses.

Process

The rule making process begins by announcing LCB's intent to propose new rules
by filing a CR 101 form. This allows staff and stakeholders to begin discussing
necessary new rules. At the CR 101 stage of the process, no proposed language
is offered. The public may comment on the subject of this rulemaking during the
designated comment period. Notice will be sent to all who have indicated that
they want to receive notice of rule changes. The notice will identify the public
comment period and where comments can be sent. Based on public input
received, staff will draft proposed changes for presentation to the Board at the
next phase of the rule making process.

CR 101- MJ Processor license & requirements 1 3/13/13






~X\ Washington State
Liquor Control Board

Date: March 13, 2013

To: Sharon Foster, Board Chair
Ruthann Kurose, Board Member
Chris Marr, Board Member

From: Karen McCall, Agency Rules Coordinator

Copy: Pat Kohler, Administrative Director
Rick Garza, Deputy Administrator
Justin Nordhorn, Chief of Enforcement
Alan Rathbun, Licensing Director

Subject: Approval for filing a pre-proposal statement of inquiry (CR 101) to
create new rules to implement Marijuana Retail Licenses and
Requirements as part of [-502 implementation.

This rulemaking is the result of the passage of 1-502 — the marijuana initiative. Rules
are needed to implement the initiative. This rulemaking will address the marijuana retail
license and requirements.

Process

The Rules Coordinator requests approval to file the pre-proposal statement of inquiry
(CR 101) for the rule making described above. An issue paper on this rule was
presented at the Board meeting on March 13, 2013, and is attached to this order.

If approved for filing, the tentative timeline for the rule making process is outlined below:

March 13, 2013 Board is asked to approve filing the pre-proposal
statement of inquiry (CR 101)

April 3, 2013 Code Reviser publishes notice, LCB sends notice to
rules distribution list

May 20, 2013 End of written comment period

June 12, 2013 Board is asked to approve filing the proposed rules (CR
102 filing)

July 3, 2013 Code Reviser publishes notice, LCB sends notice to
rules distribution list

July 31, 2013 Public hearing held

July 31, 2013 End of written comment period

CR 101 MJ Retail license & requirements 1 3/13/13





August 7, 2013 Board is asked to adopt rules

August 7, 2013 Agency sends notice to those who commented both at
the public hearing and in writing.

August 7, 2013 Agency files adopted rules with the Code Reviser (CR
103)

September 7, 2013 Rules are effective (31 days after filing)

Approve Disapprove

Sharon Foster, Chairman Date
Approve Disapprove

Ruthann Kurose, Board Member Date
Approve Disapprove

Chris Marr, Board Member Date

Attachment: Issue Paper

CR 101 MJ Retail license & requirements 2 3/13/13






Washington State Liquor Control Board
Issue Paper
Rules to Implement I-502 — Retail License and

Requirements
Date: March 13, 2013
Presented by:  Karen McCall, Agency Rules Coordinator

Description of the Issue

The purpose of this Issue Paper is to request approval from the Board to file the
first stage of rule making (CR 101) to begin the development rules for the
Marijuana PRetail license and requirements as part of I-502
implementation.

Why is rule making necessary?

Rules are needed to implement Initiative 502. New license types were created
with specific requirements. Rules are needed to clarify the new laws created in
Initiative 502. This rulemaking will address rules regarding marijuana retail
licenses and the requirements for those licenses.

Process

The rule making process begins by announcing LCB's intent to propose new rules
by filing a CR 101 form. This allows staff and stakeholders to begin discussing
necessary new rules. At the CR 101 stage of the process, no proposed language
is offered. The public may comment on the subject of this rulemaking during the
designated comment period. Notice will be sent to all who have indicated that
they want to receive notice of rule changes. The notice will identify the public
comment period and where comments can be sent. Based on public input
received, staff will draft proposed changes for presentation to the Board at the
next phase of the rule making process.

CR 101- MJ Retail license & requirements 1 3/13/13






~X\ Washington State
Liquor Control Board

Date: March 13, 2013

To: Sharon Foster, Board Chairman
Ruthann Kurose, Board Member
Chris Marr, Board Member

From: Karen McCall, Agency Rules Coordinator

Copy: Pat Kohler, Administrative Director
Rick Garza, Deputy Administrator
Alan Rathbun, Director, Licensing and Regulation
Justin Nordhorn, Chief, Enforcement and Education

Subject: Approval for filing proposed rule (CR 102) to define “trade area” as
created in Initiative 1183

Permanent rules are needed to define “trade area” in RCW 66.24.630 which was
created with the passing of Initiative 1183. A definition is needed to determine if a
location for a spirits retail license in a premises less than 10,000 square feet of retail
space meets the requirements for the license.

Process

The Rules Coordinator requests approval to file the proposed rules (CR 102) for the rule
making described above. An issue paper on this rule was presented at the Board
meeting on March 13, 2013, and is attached to this order.

If approved for filing, the tentative timeline for the rule making process is outlined below:

March 13, 2013 Board is asked to approve filing the proposed rules (CR
102 filing)

April 4, 2013 Code Reviser publishes notice, LCB sends notice to
rules distribution list

April 24, 2013 Public hearing held

April 24, 2013 End of written comment period

May 1, 2013 Board is asked to adopt rules

May 1, 2013 Agency sends notice to those who commented both at
the public hearing and in writing.

May 1, 2013 Agency files adopted rules with the Code Reviser (CR
103)

June 1, 2013 Rules are effective (31 days after filing)

CR 102 — “Trade area” definition 1 3/13/13





Approve Disapprove

Sharon Foster, Chairman Date

Approve Disapprove

Ruthann Kurose, Board Member Date

Approve Disapprove

Chris Marr, Board Member Date

Attachment: Issue Paper
Proposed Rule

CR 102 — “Trade area” definition 2 3/13/13






Washington State Liquor Control Board
Issue Paper
Definition of “trade area”

Date: March 13, 2013
Presented by:  Karen McCall, Agency Rules Coordinator

Description of the Issue
The purpose of this Issue Paper is to request approval from the Board to file the
proposed rules (CR 102) to define “trade area” in RCW 66.24.630.

Why is emergency rule making necessary?

Permanent rules are needed to define “trade area” in RCW 66.24.630 which was

created with the passing of Initiative 1183. A definition is needed to determine if
a location for a spirits retail license in a premises less than 10,000 square feet of

retail space meets the requirements for the license.

What changes are being proposed?

New Section. WAC 314-02-1071 What is “trade area”? A new section
was created in WAC 314-02 to define trade area. “Trade area” as used in
66.24.630 RCW means an area where there is no spirits retail license within a
twenty mile travel time at the time of licensure.

CR 102 — “Trade Area” definition 1 3/13/13






~X\ Washington State
Liquor Control Board

Date: March 13, 2013

To: Sharon Foster, Board Chair
Ruthann Kurose, Board Member
Chris Marr, Board Member

From: Karen McCall, Agency Rules Coordinator

Copy: Pat Kohler, Administrative Director
Rick Garza, Deputy Administrator
Justin Nordhorn, Chief of Enforcement
Alan Rathbun, Licensing Director

Subject: Approval to withdraw the rulemaking to amend WAC 314-28-030
Changes to the distiller and craft distiller license and WAC 314-28-050 What does
a craft distillery license allow?

This rulemaking is the result of a petition for rulemaking from Colin Levi, owner of It's 5
Artisan Distillery, to revise WAC 314-28-030 and WAC 314-28-050 to allow a craft
distiller licensee to sell their product to consumers over the internet and deliver.

Stakeholders have raised concerns the proposed rules are in conflict with the
“Granholm” decision. If the board allows in state distillers and craft distillers internet
sales and delivery of spirits to Washington consumers they must allow the same for out-
of-state distilleries, the same way the board treats in-state and out-of-state wineries. A
spirits shipper permit will need to be created through legislation for out-of-state
distilleries before the board can adopt the proposed rules for in-state distillers.

Approve Disapprove

Sharon Foster, Chairman Date
Approve Disapprove

Ruthann Kurose, Board Member Date
Approve Disapprove

Chris Marr, Board Member Date

Withdraw Internet sales and delivery
for Craft Distillery licensees 1 3/13/13






~X\ Washington State
Liquor Control Board

Date: March 13, 2013

To: Sharon Foster, Board Chair
Ruthann Kurose, Board Member
Chris Marr, Board Member

From: Karen McCall, Agency Rules Coordinator

Copy: Pat Kohler, Administrative Director
Rick Garza, Deputy Administrator
Justin Nordhorn, Chief of Enforcement
Alan Rathbun, Licensing Director

Subject: Approval to withdraw the rulemaking to amend WAC 314-02-107
What are the requirements for a spirits retail license?

This rulemaking is the result of a stakeholder request from Chief Ed Holmes, President
of the Washington Association of Sheriffs and Police Chiefs. Chief Holmes would like
rules requiring spirits retail licensees to report spirits product loss due to theft and
internal shrinkage.

On March 1, 2013, the board was notified by Rep Hurst’s office that he was putting
together a work group to include all stakeholders to look into the issue of diversion.
There is an initial meeting on March 18" to provide an overview of the issues and get
the discussion started among relevant organizations. Rep Hurst plans on continuing
these discussions during the interim and ultimately creating a strategic plan and
recommendation to the Legislature. In light of this meeting | request withdrawal of the
rulemaking to require spirits retail licensees to report loss due to theft and internal
shrinkage.

Approve Disapprove

Sharon Foster, Chairman Date
Approve Disapprove

Ruthann Kurose, Board Member Date
Approve Disapprove

Chris Marr, Board Member Date

Withdrawal of Rulemaking for
Requirements for spirits retail license 3/13/13






Washington State Liquor Control Board

Issue Paper

Rule Making on Beer/Wine Specialty Store Tastings
Date: December 12, 2012

Presented by:  Karen McCall, Agency Rules Coordinator

Description of the Issue

The purpose of this Issue Paper is to request approval from the Board to file the
proposed permanent rules (CR 102) to amend WAC 314-02-105 — What is a
beer and/or wine specialty store license.

Why is rule making necessary?

The current rule allows a beer/wine specialty store licensee to conduct beer/wine
tastings if over 50% of their gross sales are beer and/or wine. This is not a
problem for licensees that do not hold any other type of liquor license. Many
licensees holding a spirits retail license also hold a beer/wine specialty shop
license to allow for the sale of beer and wine in addition to spirits. They do not
meet the beer and wine sales requirement to conduct beer and wine tastings
because they also sell spirits.

We have received many inquiries regarding beer and wine tastings at these new
businesses as well as from former contract liquor store managers. Beer and
wine tastings are an important part of their business to support local wineries
and build their customer base. RCW 66.24.371 (2) states, “Licensees under this
section may provide, free or for a charge, single-serving samples of two ounces
or less to customers for the purpose of sales promotion”. Amending the current
WAC language to require over 50% of their gross sales be alcohol would allow
beer/wine specialty store licensees to continue to conduct beer and/or wine
tastings at their premises.

Total Wine and More submitted a petition for rulemaking to allow the holder of a
beer/wine specialty store license that qualifies for tastings to serve up to a total
of twelve ounces of beer or wine to a customer during any one visit to the
premises. Employees conducting the tastings must hold a MAST permit.

At a public hearing held on February 6, 2013, the board instructed the rules
coordinator to file a supplemental CR 102 with the code reviser’s office and
change the proposed rule to indicate a beer/wine specialty shop was allowed to
serve a total of ten ounces of beer or wine to a customer during any one visit.

Issue Paper — CR 102 B/W Spec Shop Tastings 12/12/12





What changes are being proposed?

WAC 314-02-105 What is a beer and/or wine specialty store license?
Added requirement that employees conducting the sampling must hold a class 12
permit. Also changed the total number of ounces that may be served to each
customer from eight to ten. Removed language that limited a customer to only
one sample of any single brand or type of wine during one visit.

Attachment: WAC 314-02-105

Issue Paper — CR 102 B/W Spec Shop Tastings 12/12/12






Washington State Liquor Control Board

Issue Paper

Rule Making on WAC 314-02-109, WAC 314-23-022,
and WAC 314-28-080

Date: January 23, 2013
Presented by:  Karen McCall, Agency Rules Coordinator

Description of the Issue
The purpose of this Issue Paper is to request approval from the Board to file the
file the proposed rules (CR 102) to revise the following:
e WAC 314-02-109 What are the quarterly reporting and payment
requirements for a spirits retailer license?
e WAC 314-23-022 What if a distributor licensee fails to report or
pay, or reports or pays late?
e WAC 314-28-080 What if a distillery or craft distillery licensee
fails to report or pay, or reports or pays late?

Why is rule making necessary?

Initiative 1183 directed spirits retail licensees to pay to the board 17% of their total
spirits revenues on a quarterly basis. 1-1183 also directed spirits distributors to
pay to the board 10% of their total spirits sales for the first two years and 5%
each year thereafter. Distillers and craft distillers acting as a distributor of their
own spirits products are required to pay the same license fees as the spirits
distributors. The board adopted these rules in June, 2012. Language needs to be
added to these rules to allow the board to suspend or revoke the license of a
licensee that fails to report and/or pay these fees.

What changes are being proposed?

Amended WAC 314-02-109 What are the quarterly reporting and payment
requirements for a spirits retailer license? Added language that failure to
file reports and pay fees would be sufficient grounds for license revocation or
suspension.

Amended WAC 314-23-022 What if a distributor licensee fails to report or
pay, or reports or pays late? Added language that failure to file reports and
pay fees would be sufficient grounds for license revocation or suspension.

Amended WAC 314-28-080 What if a distillery or craft distillery licensee
fails to report or pay, or reports or pays late? Added language that failure to
file reports and pay fees would be sufficient grounds for license revocation or
suspension.

Attachment: Proposed Rules

Issue Paper CR102 314-02-109, 314-23-022
314-28-080 1 1/23/13











